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Has your company or your client been 
considering a profit-sharing plan? In consid­
ering such a plan, management may wonder 
whether employees’ sharing in profits will 
honestly benefit the company; and employees 
may wonder if it is some sort of “speed-up” 
plan. Employees may also wonder if they 
will receive their true share of the profits. 
Stockholders who are not employees may have 
doubts as to whether increased earnings will 
result from the incentive provided in a profit- 
sharing plan, or if the plan will be an added 
cost to the company. Profit-sharing has been 
an outstanding success in many companies 
and has benefited employees, management, 
and stockholders. Success of a plan may well 
depend on its formulation and the explanation 
to employees and stockholders.
Many companies, both large and small, are 
adopting profit-sharing plans as a means of 
attracting and keeping on the company pay­
rolls those people with managerial ability, 
productive skills, and ambitious goals. Profit- 
sharing plans aid in meeting the competition 
of other companies. A good profit-sharing plan 
continues to provide incentive among all 
employees and can become a partial substitute 
for stock ownership if the company’s stock 
is closely held. It provides the employee with 
an interest in the company’s growth and gives 
him a feeling that he belongs.
One hundred cents of every dollar contrib­
uted by the company are placed in the trust 
for the benefit of participants in the plan. 
Under Section 401 of the Internal Revenue 
Code of 1954 the employer’s contributions to 
a qualified profit-sharing or pension trust for 
the benefit of the employees are exempt from 
the employee’s Federal taxable income. The 
tax advantages provide employees, including 
executives, an opportunity to accumulate 
greater retirement benefits from a deferred 
profit-sharing plan than from a cash bonus. 
The latter is taxable on receipt, as are divi­
dends and capital gains from personal invest­
ment, but the income and capital gains of a 
qualified trust are exempt from Federal in­
come tax while in the trust. Where else can 
an employee have set aside and invested for 
him, a sum of money tax-free until he receives 
it upon retirement, at which time his income 
tax rate is likely to be much lower than before 
retirement? Where else can he re-invest tax- 
free income and tax-free capital gains?
Many times, management in its efforts to 
retain “key” executives desires a profit-sharing 
plan established for the benefit of executive 
employees only. This, of course, defeats the 
purpose of a plan. A good profit-sharing plan 
must arouse enthusiasm in all employees to be 
effective and to prevent misuse of the tax 
exemption feature. Federal laws and regula­
tions prescribe definite conditions which must 
be met for that qualification.
One of the principal features of a profit- 
sharing plan that meets U. S. Treasury re­
quirements is the allocation formula. The 
main requirement of the allocation formula 
is that the plan not discriminate in favor of 
officers, supervisory employees, or stockhold­
er-employees. The three basic principles for 
allocation of funds are as follows:
1. In accordance with the employees’ 
YEARS OF SERVICE.
2. In accordance with the employees’
AGES.
3. In accordance with the employees’
SALARIES.
Plans should be established in such a manner 
that all participants share equally, based on 
relative compensation and service. In order 
to accomplish this equality, a point system 
can be established (depending on the salaries 
of executives and other personnel). For ex­
ample:
1. Salaried executive stockholders might 
receive one-half point per one hundred 
dollars of income.
2. Other employees might receive one or 
two points per one hundred dollars of 
income.
3. Points might also be awarded for 
length of service, provided the award 
does not result in discrimination.
(Continued to page 11)
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COMMENTS AND IDEA EXCHANGE
JANE STRENCIWILK, CPA, Editor
TIME-SAVING TIP
After the advent of the Xerox machine in 
our office, we made work copies for financial 
statements by Xerox reproduction of the pre­
vious statement, blocking off the numbers and 
using the written portion. This was fine for 
saving time in writing up, but we found 
that our typists complained bitterly about the 
“up and down” effect due to the lack of 
lines. One of our staff devised a clever system 
for eliminating the problem. Two sheets of 
clear plastic (such as one gets with multi­
lith or offset masters) were used, one of which 
had been lined on the typewriter. These two 
sheets were bound with scotch tape on the 
left side. By lifting the lined sheet and insert­
ing the prior statement sheet so that the 
typing falls on the line and covering the 
previous figures with a sheet of white paper, 
the statement can be turned face down as 
one unit for copying purposes. The resulting 
work form is legible and lined. In addition 
to being more easily read and saving the 
accountant’s time, it is also possible for the 
typist to avail herself of the proper placement 
of centered headings and length of pages 
at a glance.
Betty Jane Roberts 
Tucson Chapter, ASWA
IDENTIFYING LEDGERS
The idea seems too simple to mention, and 
yet after struggling with various means of 
identifying ledgers and journals, I like the 
idea of using ordinary mailing envelopes (Size 
#6 or 10) for this purpose. Write the identi­
fication data about the middle of the envelope 
and then cover the back of the ledger sheets 
in the post binder. Interleave the ends of the 
envelope with the ledger sheets.
Marguerite Reimers 
Seattle Chapter, ASWA
PROVIDING FOR RETIREMENT VIA 
PROFIT-SHARING PLANS
(Continued from page 5)
What constitutes discrimation? A plan used 
to be judged discriminatory by the Internal 
Revenue Service if a contribution in excess 
of thirty per cent was made to an employee 
who owned ten per cent of the company’s 
stock. There is now no established percentage. 
However, some examining agents are contin­
uing to apply the thirty per cent rule while 
other agents apply a twenty-five per cent 
rule.
When management begins to develop the 
framework for a profit-sharing plan, the fol­
lowing procedure is recommended:
(A) Formulate the Plan.
I. Purpose: A plan must be for the 
exclusive benefit of employees or 
their beneficiaries.
2. Administration: A trustee and an 
administrative committee, consist­
ing of at least three persons, pre­
ferably non-executives, must be 
chosen.
3. Eligibility: An age is selected, such 
as twenty-one or older; and 
years of service, such as one year 
or more. Employees who are 
members of a trade union are 
frequently excluded as they are 
usually covered by a union pen­
sion plan.
4. Contribution: Under the 1956 U.S. 
Treasury regulations, the com­
pany may contribute whatever it 
desires each year, providing no 
discrimination has been made. 
However, an established formula 
of payment guarantees the em­
ployee that a contribution will be 
made when the company enjoys 
a profit.
5. Allocation of Contributions: As 
previously stated, a unit method 
may be devised for length of serv­
ice and/or salary received, or 
both.
(Concluded on page 12)
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PROVIDING FOR RETIREMENT VIA 
PROFIT-SHARING PLANS
(Continued from page 11)
6. Vesting of Interests: One of the 
major objectives of a profit-sharing 
plan is to retain and encourage 
valuable employees. If an employ­
ee terminates his employment, he 
may receive only a percentage of 
the amount credited to his ac­
count. Many plans guarantee one 
hundred per cent vested interest, 
provided an employee is employed 
five full years. On a five-year 
vesting, the employee would re­
ceive only twenty per cent of his 
account if he terminated within 
one year after becoming a partici­
pant, forty per cent after two 
years, etc. When vesting over a 
period of years is a feature of 
the plan, the percentage of the 
employee’s account which he for­
feits by terminating is re-allocated 
among the other participants on 
the same basis as current contri­
butions are allocated. If an em­
ployee terminates after five years 
of service, his vested interest may, 
at the discretion of the Admini­
strative Committee, be retained 
for him in a savings account until 
he attains retirement age. By this 
method he would have no im­
mediate monetary gain by ter­
minating employment with the 
company.
7. Distribution of Benefits: A profit- 
sharing plan is basically a retire­
ment plan; therefore, participants 
have no inherent rights to with­
draw vested interests prior to re­
tirement. Distribution of interests 
may be highly flexible, however, 
and payments may be made to a 
participant upon termination if 
deemed advisable by the Adminis­
trative Committee.
8. Investment of Trust Assets: In­
vestment of the trust funds is 
an extremely important duty of 
the Administrative Committee. 
The purpose of the trust should 
be to provide for each participant 
the largest future benefits obtain­
able. Experienced knowledge 
should be exercised in the selec­
tion of investments, whether they 
be common stocks, bonds, or 
mutual funds.
(B) Secure approval from the Board of 
Directors and, if necessary, the stock­
holders, before a profit-sharing plan 
is established.
(C) Prepare and distribute a letter or 
pamphlet to all employees explaining 
the plan.
(D) Select the trustee and administrative 
committee.
(E) Make a token payment to the trust.
(F) Advise the company’s attorney to for­
malize the profit-sharing plan and upon 
receipt of the agreement from the 
attorney, the company should adopt 
it. To obtain an income tax-exempt 
status, the attorney or the company 
must submit to the Treasury Depart­
ment the plan as outlined by manage­
ment, the trust agreements, the an­
nouncement letter, and request for tax 
exemption.
In order to be sure the profit-sharing plan 
is effective for the current year, the following 
requirements are necessary BEFORE THE
END OF THE FISCAL YEAR:
1. Resolution by the Board of Directors 
establishing the plan.
2. Execution of the agreement.
3. Written notification to all employees.
4. A token payment to the plan (balance 
of contribution be made later).
5. Request for a tax ruling by the company’s 
attorney. Any amendment, if required, 
may be made retroactively.
After the plan is in effect, there are, of 
course, other matters which require attention. 
Accounting records are very important. In­
dividual records of participants’ accounts must 
be maintained. Such records often are main­
tained by the company’s accounting depart­
ment under the supervision of the trustee. The 
most important records are the journal and a 
ledger. The latter includes not only the 
regular ledger accounts, but also the individual 
participants’ accounts. Profits and losses of the 
fund are distributed to participants’ accounts. 
In addition, forfeitures are re-allocated to the 
remaining participants. The Administrative 
Committee should also maintain a minute 
book in which all actions taken at its meet­
ings are recorded, and care must be taken 
to follow through on these actions.
Profit-sharing is on the way “IN.” It offers 
many advantages to both management and 
employees. Stockholders gain over an ordinary 
retirement plan because by having contribu­
tions vary with profits, no contribution is 
necessary in a “loss” year. It behooves manage­
ment to consider a plan of this type to supple­
ment the employees’ social security incomes 
upon retirement.
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